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Why we did this review

This special examination of premium
taxes was conducted at the request of
the Senate Appropriations Committee
The Committee requested that we
provide a primer that included the
following:

i A review othe mechanics of
premium taxes

1 A review of the deductions, credits,
exemptions, and other tax
expenditures associated with
premium taxes.

About the premium tax
Premium taxes are imposed as a
percentage ahsurancepremiums
collected on individualgroperty, or
risks in the stateStatestypically
impose a premium tax on insurance
companies instead of an income tax.

Georgia imposes state and local
premium taxes, as well as retaliatory
taxes. Revenue from the state premiu
tax and retaliatory tax isleposited into
the stateds gener
premium taxes are distributed to city
and county governments.

All three taxes are administered by the
Office of the Commissioner of
Insurance.

Premium Taxes

Requested Information on Premium
Taxes and Related Tax Expenditures

What we found

The Office of the Commissioner of Insurance (OCI) collects
premium taxes for the state and for local governments. State and
local premium taxes are collected from more than 1,000 entities
each year, while stateetaliatory taxes are collected from fewer
entities. Premium tax provisions vary by company and insurance
type. For example, certain companies or insurance are exempt from
taxation, and local premium tax rates differ for life insurance and
property and casalty insurance companies.

Premium tax collections for tax year 2019 totaled $1.3 billion.

As shown in the chart below, total premium taxes collected by OCI
grew from $993.5 million for tax year 2015 to $1.3 billion for tax year
2019, an increase of 2986r 2019$740.6million (58% were local
premium taxes an#i536.8 millior(42%) were statgoremium taxes

Just $1.1 million (0.1%) were retaliatory taxes, which are levied
out-of-state companieshentheir homestate imposes higher taxes
than Georgialoes for a similar comparietaliatory tax collections
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*The retaliatory tax ranged from approximately $820,000 to $1.2 million. However, the amount
is too small to be seen in the chart, so it has not been included.

Source: DOAA analysis of OCI data
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|l ow because Georgiads premi um t aR partladuets
the local tax, which is imposed by only six other states.

are h

Compares facdiffering taxtreatment based on the types of insurance they issue and where they are
basedFor 2019life insurance companies represented 53% of all premiums in the state but 2&8% ($35
million) of state and local taxes. Property and casualty companies collectebf4p#emiums and

represented 72% ($92 million) of taxesFor companies with domicile datagohestic companies (those
based in Georgiajollected 35% of premiums and pad4l@$177.million) of state and local taxes, while
out-of-state companiegepreseted 65% of premiusand &% ($1.0 billion) of state and local taxes paid.

State and federal tax expenditures reduced 2019 premium taxes by almost $700 million.

Tax expenditures are statutory provisions that reduce tax liability. As shown in the chaw ggtemium
tax expenditures totaled $&B8 million in forgone state taxes for the 2019 tax year. Of this amount, 78%
resulted from state provisions, aB@% resulted from federal provisions.

There

are four types of ta

expenditures  deductions, rate
reductions, credits, and exemptions

T

Deductions are a dollaffor-
dollar tax offset based on
another expense insuremsust
pay. For example, life
insurance companies can
deduct local taxesrom their
state taxesFor tax year 2019
Ge or g foar d deductions
reduced state tax revenue b
more thar$200 million.

m Deductions ™ Rate Reduction ® Credits ®Exemptions * Federal Exemptions
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*Graph excludes the retaliatory tax deduction and the job tax credit, due to confidentiality
concerns.

Source: DOAA analysis of OCI data

Rate reductions allow companies to reduceithax rate. Georgiabds rate
which reduces rates in exchange for company investments in the state, res#teiLib million

in forgone revenue in 2019.

Credits incentivize certain activities and provide a deflar-dollar offset of taxesGeorgia has
three premium tax credits; thew-income housing credit®taled $27.6nillion in 2019.

reduc

Exemptions prevent certain typeseadimpanies or insurance from being taxed. Exemptions totaled
more than$130 million in 2019, withover$15.5 million due teight state exemptionge.g, high-
deductible health plans) anithe remainingdue to federal exemptions (e.g., Medicare).

Effective premium tax ratesvary by insurance company y pe and a companyos

The dfective tax rates the rate at which an insurer is taxed on premiums agductions due to tax
expendituresinsurers paich median effective tax rate40% in gate and local taxes in 2019.

Effective tax rates vary based on company type.median tax rate was 2.0% fiée insurance companies
and 4.0% for property and casualty insurance compani2819. The difference is primarily due to lower

local tax ratedor life insurance companies. Additionally, domestic compaméeka mediantax rate of
0.4% in 2019, whileut-of-state companieRada medianrate of4.7%.Somedax expenditures are limited
to or more likely to benefit domestic companiasddomestic ompanies do not pagtateretaliatory taxes.

What we recommend
This report is intended tpr ovi de a pri mer of the st atSede
Appropriations Committeelt does notinclude findings or recommendations.

Sstat ¢

pr emi
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Glossary

Admitted Insur er
Insurance company licensed through a certificate of authority to operate in the state. The most
common types of insuran@esuch as homeowners, healthcanegdautomotivéi are acquired from an
admitted companyMay also be referred to as an authorized or licensed insurer.

Alien Insurer
Insuranceentity formed and based in a country other than the U.S.

Captive Insurer
Insurance companthat is established and wholly owned by one or more parent companies for the
purpose of insuring the parent companies' risks. They are a subgroup of admitted companies.

Credit
Dollar-for-dollar offset of premium taxes owed. In Georgia, credits araefomdabk, but unused
credit amounts can be carried forward to future tax years.

Deduction
Dollar-for-dollar tax offset of premium taxes that function similar to a credit. In Georgia, deductions
allow insurers to reduce premium taxes owed to offset certain esggesuchas municipal license fees

Domestic Insurer
Insuranceentity formed and based in Georgia.

Effective Tax Rate
Rate at which an insurer is actually taxed premiums after reductions due to tax expenditures. Rate
is equal to tax liability divided by premiums.

Exemptions
Certain types of insurance or insurance companies that are not subject to premium taxes due to federal
or state law or regulation.

Foreign Insurer
Insuranceentity formed and based in a state other than Georgia.

GrossDirect Premiums
The amount paid by insured individuals or entities in exchange for coverage. In Georgia, thesgrm
not includeannuities and reinsurancet dividends paid to policyholders by admitted companies.

Individual Procurement
Property and casualty insuranparchased directly from a nesdmitted insurer. For example, a
doctor may purchase medical malpractice insurance directly from an insurer not licensed in Georgia.

Insurance
Economic system for reducing the uncertainty of financial loss by transfehgngsk of loss to a
corporate insurer for a price. A contract details the types of events covered and the level of financial
protection or reimbursement provided for an event.

Life Insurance
Insurance classification that includes life, accident, and health/sickness insurance. Under Georgia law,
health maintenance organizations (HMOSs) are treated the same as life insurers for tax purposes.
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Mutual Company
Insurance company owned by its policythers that distributes its profits back to policyholders, not
shareholders.

National Association of Insurance Commissioners (NAIC)
Organizationt hat supports statesd regulation of the i
financial reporting for insurance companies. It assists in the coordination of insurance oversight among
states.

Non-Admitted Insurance
Insurance coverage not availableni an admitted insurer and instead purchased through a surplus
lines broker, directly from the company (i.e., individual procurement), or through a risk retention
group.For example, companies may purchase medical malpractice-ocadagenter liability
insurancewhen these risks are not covered by standard politey.also be referdgo as
unauthorized insurance.

Premium Tax
Tax on insurance premiums related to insuring persons, property, or risks in the state.

Property & Casualty Insurance
Insurance classification related to risk to assets. Property and casualty insurance includes a wide range
of risks, such as automotive, workers' compensation, floog, and hail insurancélnder Georgia
law, companies such as title insurancel prepaid legal services are treated the same as property and
casualty insurers for tax purposes.

Retaliatory Tax
Tax paid by foreign and alien insurers if their home state or country imposes higher taxes and fees than
Georgia charges similar insurers.

Risk Retention Group
Group-owned, noradmitted insurer that assumes and spreads aisiong its members. Risk retention
groups are limited to commercial liability insurance and can be formed as a stock or mutual company.

SelfInsurance
When a company intmally retains the risk of loss rather than purchasing an insurance policy. For
example, a company may choose to pay for its workeadthcareclaims as they arise insteadusfng
a healthinsuranceprovider.

State of Domicile
State where thensurer is based or incorporated.

Surplus Lines Broker
Individual who obtains insurance on behalf of the consumer from an insurer not admitted to the state
(i.e., broker of normdmitted insurance)

Tax Expenditure
A provision that reducetaxpayer liability by allowing for special treatment of a source of income or a
certain type of expense. Georgia's premium tax expenditures include deductions, exemptions, credits,
and rate reductions.

Tax Liability
Amount of taxes owed by taxpayer aft@rcounting for tax expenditures.
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Purpose of the Special Examination

This rgort on premium taxeswas conducted at the request of th8enate
Appropriations Committee The Committee asked thatwe provide a primer that
included the following:

1 Areview of the mechanics of premium taxes

1 A review of the deductions, credits, exemptions, and other tax expenditures
associated with premium taxes.

A description of the objectives, scope, and methodology used in this review is included
in AppendixA. A draft of the repamwas provided tahe Office of the Commissioner

of Insurance(OCI) for review, andtechnical changes were made in response to
comments.

Background

Insurance Industry

Insurance Classification

Insurances a system designed to redticeuncertainty of loss. Through a policy with

an insurance company, the insured individual or entity receives financial protection or
reimbursement for certain losses. Policies redheeisk of financial losseesulting

from damageor injury to the insured, their property, or a third party (liabilityfror
example,an individual with automotive insuranceays premiums to an insurance
companyin exchange focompensatiorf their vehicle is damaged in an accident.

Insurancecompanies are generally classifiedifasor property and casualtypased on

the type of risk involvedAs shown inExhibit 1, the life insurance class is associated
with risk to individuals personally (e.g., health insurance), while the property an
casualty insurance class is associated with risk to assets (e.g., automotive insurance).
These insurance classeaydetermine the tax exemptions and deductions companies
qualify for, as well as their local premium tax rate.

Companies typically sell policies within either the life insurance class or the property

and casualty insurance class. Life insurance companies exclusively sell life, accident,
and/or health/sickness insurance. Property and casualty insurance coversda broa

array of risks and includes specialized coverage such as flood or hail insurance. When

a large parent company offers insurance in both insurance classes, the actual policies

are typically sold by smaller, more specialized entities. For exaXpk|nsurance

may advertise |ife insurance and homeowne
sold and administered bXYZ Life Insurance anKYZ Ho meowner s& | nsur
respectively Approximately 500 life insurance companies arid10Qoroperty and

casualty compaies were operating in Georgia during 2019.

1While state statute specifies six classes of insurance, each can be placed into one of the broader industry
classes of life insurance or property and casualty insurance. OCI associates all companies with one of the
two broader classes. For more detaig #ee objectives, scope, and methodology on page 50.
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Exhibit 1
Classification of Insurance Policies and Companies

Insurance Classes!?

Life Property and Casualty
Life, accident, and health/sickness, including health Homeowners, general liability, automotive, title,
maintenance organizations (HMOS) workersécompensation, flood, other more specialized

risks (e.g., fire), etc.

Regulatory Classification

Admitted Non-Admitted
Companies that are authorized by the Office of the Entities that sell insurance not available from the
Commissioner of Insurance and sell traditional lines traditional market. Non-admitted insurers are not
(i.e. types) of insurance. Most insurance purchased is | subject to the same regulation by the Office of the
acquired from an admitted company. Commissioner of Insurance. For example, companies

may purchase medical malpractice or day-care center
liability insurance, when these risks are not covered
by standard policies.

Non-admitted includes surplus lines, individual
procurement, and risk retention groups (see glossary
on page i).

Domicile State

Domestic Foreign Alien
Georgia-based insurers Insurers based in another state Insurers based in another country

while a large parent company may sell insurance in both insurance classes, actual policies are generally sold by their
smaller, more specialized affiliates.
Source: O.C.G.A. Chapter 33 and documents from industry and other states

As shown irExhibit 1, insurance is also classifiedthg extent to which it is regulated

by the state While the federal government regulates certain insurance types (e.g.,
federal flood insurancand seHinsured group health plapsstates are generally
responsible for regulating insamcewithin their borders The extent of the regulation

is determined by whether the company is admitted, a status that also factors into the
amount of premium taxepaid.

1 Admittedd Admitted insurers areinsurance compaes licensed through a
certificate of authority to operate in the statéhey sell the types of policies
typically purchased by most individuals and companies (e.g., homedwners
healthcare, automotv e ) . Gffice ofdhie &dmsnissioner of Insurance
(OCI) licensesan insurance company after reviewing its policy rates and
documents and verifying it has sufficient financial resources to pay claims.
Additionally, admitted companies are typically meens of a state guaranty
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association, which pays claims if an insurer becomes insdlv@aptive
companiesreasubgroup of admittednsurersthat arewholly owned by their
insured memberandsubject to less regulation than other admitted insurers
There are approximately 1,60 admitted insurers licensed in Georgia
approximately 50 of which are captive companies

1 Nonadmitted Non-admitted insurerssell property and casualty insurance
covering uniqueisks that aretoo costly for admitted insurers to covéior
examplejndividuals or companies may purchasedical malpracticer day
care centeliability insurance from the noadmitted marketwvhentheserisks
are not covered by standardadmitted policies. Non-admitted entities are
subject to lessegulationfrom OCI than admitted companieend are not
eligible to become members of a state guaranty associ@bmsumers may
purchase insurance from a radmitted insurer in one dahe followingthree
ways

0 Through a surplus lines broker, an intermediary who obtains coverage
from an insurer a behalf of the consumel©OCI staff indicated
approximately 2,000 surplus line brokers operate in the state,
although only about 700 collect insurance premiums in a given year.

o Directly from the company (known as individual procurement).
There are typicayl 35to 50 entities a year thateport purchase of
insurance directlyor insurance premium taxes

o Through a risk retention group, a growpvned company that
assumes and spreads liability risks to its consumers. There are
approximatelyl00risk retentiongroups in Georgia

In addition, insurers are categorized according to the state or country in which they
are based (i.e., their domicil§eorgiabased insurers are known asrdestic insurers
Insurers based in other states are known as foreign insurers, and insurers based
outside of the U.S. are known as alien insurers. Foreign and alien insurers are subject
to retaliatory taxesin 2019, Georgia hatBOdomesticadmitted insurersand 1,20

foreign and alieadmittedinsurers.

National Association of Insurance Commissioners

The National Association of Insurance Commissioners (NAIC) is an organization that
supports statesd regulation of unffdme i nsur
financial reporting for insurance companieand assists in the coordination of

oversight among stateEach yegradmitted companies submib the NAIC audited

statements containing their financial data, assets, collected premianas,other

information, which is then stored in a central datab&3ate insurance regulators use

the NAI C data during t hei finamialaomenoy@al i ons t
staffalsorely onthe NAIC datato help verify certain informatiorinsurers report on

their premiumtax filings.

Premium Taxes

Premium Tax Structure

Premium taxes are imposed as a percentage of premiums collected on individuals,
property, or risks in the stat&tategypically impose a premium tarstead of income

tax on insurance companies. Due to timing differences betweemuev(premiums)

2Some insurers, such as captives and health maintenance organizations, are not guaranty members.
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and expenses (cl ai ms), determining an in
income taxes less practical. Premium taxes are also easier to administer and audit.

Georgia imposes state and local premium taxes, as well as retaliatory @es.
remtsevenue from the state premium tax and
fund, whileit distributes local premium taxes to city and county governments.

i State Premium Taxesd Regardless of where they are based, insurers
operating in Georgi are subject to state premium tax€se amount insurers
pay varies based on their state regutatassification (i.e., admitted vs. non
admitted). Additionally, the entity responsible for paying the tax varies. For
admitted insurance, the tax is pai¢ he insurance company. However, for
non-admitted insurance, the tax is paid by the surplus lines broker or risk
retention group selling the insurance the individual or entity purchasing
the insurancein the case of individual procuremer(iSee page8 for a
discussion of state premium taxes.)

1 Retaliatory Taxes & In addition to state premium taxe$oreign or alien
admitted companies and risk retention groups may pay a retaliatory tax,
which varies based on their state of domicile. Retaliatory tax is imposed if the
companyds home state or country i mposEe
similar insurers. In these instances, Georgia imposes the higher rate on
insurers from tle otherstate or country that operate in Georgigee pagd.l
for a discussion of retaliatory taxes.

1 Local Premium Taxesd Admitted companies pay a local premium tax to
munidpalities and counties. The taxes may be imposed by state statute or
local ordinance, depending on the insurance and government type. OCI
collects the local premium taxes from insurance companies and remits the
revenue to local governmen{See pagéd. 3for a discussion of local premium
taxes)

In addition to premium taxes, insurers pay other fees and assessments that support
related government functions. For example, OCI collects license fees, as well as
penalties antbr interest for late payments or tditings. It also assesses payments for

t he Speci al Fraud Fund, whi ch supports
investigating insurance fraud. An additional tax of 1% is imposed on fire insurance
company premi ums t o hel p f wemsion Fund.e Geor
Municipalities may also impose annual license fees on insucangganies operating

within their borders. Our review focused on the taxes and tax expenditures
administered by OCI andid not addresstherfees and assessments.

Premium Tax Expenditures

A companyds premium taxes may be reduced
federal law. These premium tax expenditures fall into four categories: rate reductions,
exemptions, deductions, and credits. The provisions vary as to whether they apply t

A provision that reduces  state and/or local taxes, life and/or other insurance, and admitted and/@dmitted
fgxg'ztz:g?’t?é’a?&%ﬁ't”gf companies. It should be noted that tax expenditures can reduce tax liability to zero,

a so‘f’rce ofincome ora  PUt companiesare not eligible foa refund if theitax expendituresexceed thi tax

certain type of expense liability. A detailed table gbremiumtax expenditures taken in tax years 2€A®19 is

included inAppendix B

Tax Expenditure
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Exhibit 2

1 Rate Reductiond Rate reductionsre provisionshat reduce thgercentage
of premiums thatinsurers pay inpremium taxes. (See page 15 for a
discussionof rate reductions)

1 Credits 6 Credits provide a dollaffor-dollar offset to premium taxesand

unused amounts can be carried forward to future tax ydzaslo f  Geor gi a 0 ¢

premium tax creditdas asimilar or equivalenincome tax credit. None are
refundable(Seepagel8for adiscussionof credits.)

1 DeductonsdThese provisions deduct certain

premium tax liability.Deductions are dollafor-dollar tax offsets, similar to a
credit; they are not deductions from the premiums to be taf@eepage25
for adiscussionof deductions.)

1 Exemptions & Federal andtate laws exempt certain types of insurance or
insurance companies from premium tax@eepage33for adiscussionof
state exemptions and pagd4 for federal exemptions)

Office of the Commissioner of Insurance

Organization
0O.C.G.A. § 33-1 establishe®Cl anddesignates the Commissioner of Insuradnas

elected constitutional officédras t he agencyds chief of fi

cer

with reviewinga d mi t t ed ¢ o mp a n,iverifyildy insueetbave sufficret f or ms

financial resources to cover clainamd enforcing state laws governing fire safety and
insurance regulatiorAs shown inExhibit 2, OCI has approximately 180 staff across
five majorprograms.

Approximately 180 OCI Staff Work Across Five Programs?

Fire Safety Administration
83 Staff 26 Staff

Insurance Enforcement/
Regulation Legal
49 Staff 7 Staff

Special Fraud

18 Staff

Premium Tax
3 Staff

IAdministration staff counts include 11 Information Technology employees who are allocated across programs.
Source: OCI documents

Premium taxes are collected by a division within the Insurance Regulation program.

ThePr emi um Tax Divisionds three staff
recording, and auditing tax returns and filinjeminsurance companiesgents, and
selectel entitiesthat sell or purchase insuranae Georgia.
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Financials

OCIl 8s e x doe fischl year 202@taled $23.1 million with Premium Tax
Divisionexpenses totaling approximate$p43000(2%). As shown irExhibit 3, the

largest amount gpproximately $329,000, or 61%) ofDivision expenses wre for
personal services.

Exhibit 3

Premium Tax Division Expenditures, Fiscal Year 2020
Category Expenditures % of Total

Personal Services $328,956 60.6%

Computer Charges 178,360 32.8%

Regular Operating 26,946 5.0%

Contracts 6,654 1.2%

Telecommunications 2,327 0.4%

Total $543,244

Source: TeamWorks Financials

While OCl is funded through a variety of sourgasluding state funds, federal funds,
and contractavith other state agencies and private entififlse majority (92%) of its
revenue derives from state fun@i&ePremium Tax Divisions solely funded through
state appropriations
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Chapter 1: Taxes

Premium taxes are imposed as a percentage of gross direct premiums collected on individuals,
property, or risks in the state. Insuranisssubject to two state taxes, the premium tax and the
retaliatory tax,and admittednsurance compags are subject tive local premium tadn 2019, state
taxes totaled $36.8million, and local taxes totaled780.6million. Themedianeffective tax ratéor
companiesafter accourng forall taxes and tax expenditures, wa®%. of total premiumsollected.

Total premium taxes collected grew from $993.5 million for tax year 2015 to $1.3 billion for tax year
2019an increase of 29%ijth an annual increase between 6 and 8% each year
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Description

Insurance Class
and Domicile State

Admitted
Company Rate

Exceptions

Due Date and
Administration

Code Sections

Major Changes in
Last 10 Years

State Premium Tax

A state premium tax isnposed on gross direct premiums collected on individuals,
property, or risks in the state. It is 2.25% of collected premiums for admitted insurers ¢
4% for noradmitted insurers. Insurance companies do not pay state income taxes; the
premium tax esserdily serves as a substitute.

Because it is limited to collected premiums, the tax excludes premiums written but not

collected, premiums returned due to cancelled policies, and dividends returned to
policyholders. It also excludes annuities.

Life ‘ \/ Domestic ‘

Property and Casualty

v/
v/

\/ Foreign and Alien

Non-Admitted

0,
2.25% Company Rate

4%

Captive insurers pay lower rates than other admitted companies, and their total annue
is limited to $100,00@aptive insurers are not eligible for state rate reductions,
exemptions, credits, or deduction(§eé ppendixfar additiondetails regarding captive pre
taxes.)

Because only domestic captives are theut
insured ofanyidentified out-of-state captives the 4% rate charged for individual
procurement.

Admitted insurance companies, apart from captives, submit quarterly statements and
prepayments for the current tax yeay the 2@ day in the last month of each quarter (e.g
March 20, June 20 hey then file annual premium tax returns by March 1 tontep
premiums, retaliatory taxes, and tax expenditures, as well as remit remaining taxes dt
the preceding tax yeafSeéppendix for the annual return form.)

Returns are uploaded to an OCI database that comparestine to NAIC records that
show audited financial data, assets, and collected premiums. OCI staff then examine
identified discrepancies and verify the accuracy of all items reported on the annual
statement (premiums collected, tax expenditures, quartprgpayments).

Non-admitted insurance requirements vary by type. Surplus line brokers and risk reter
groups submit affidavits and tax payments within 15 days of the end of each quarter ir
which they have taxable premiums. Affidavits and payments ttegandently procured

i nsurance are due within 30 days -@admiedh
filings undergo a less extensive review due to limited data from other sources for
comparison; however, O® implementng new software in 821 to better automate the
verification process.

338-4,338-6,3341%22, 335-31, 35%-33, 33 Year Created® 193
40-5

In 2015, House Bill 552 reduced rates for captive insurer2f@5o to their current rate
structure. Legislation in 2011 and 2012 aligned state taxation with federal legislation
to risks located in multiple states.

3The current rate was implemented in 1955.
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Other States with # of Other Sta#

Tax

All states except Oregon impose a premiam Unlike Georgiagightstates tax life
insurers at a lower rate than other admitted insur&ates for life insurers range from
0.50% to 3.50%ndaverag 1.92%while property and casualty rates range from 0.50% ti
4.27% and average 2.0@®e or gi ads state rate of 2. 2¢
than 32other states for life insurers aldother states for property and casualty insurers
(excluding state with varying rates (Seéppendix 6r &comprehensive list of state premi
rates by company type.)

Unlike Georgia, most states impose a different rate on each type -afdmoitted insurance.
Overall,non-admitted rates range between 0.50% and 6.00%. Risk retention groups h
the lowest average rate (2.27%). It should be noted that eight states charge different r
for risk retention groups depending on whether they are domestic or foreign companie
Rates for individual procurement and surplus lines average 3.44% and 3.58%, respec

Georgi-aédmi nbpad rate is generally highe
groups, but about average for individual procurement and surplus lines.

N .

Source: NAIC Retaliation Guide, 2019

3 i [ No Premium Tax
Admitted-Life B 0.5%-1.75%

[ 11.8%-2.1%
[ 12.25% (Georgia Rate)
B 2.3%-2.75%
B 3.0%-3.5%

/ ¥/ /4 Variable Rates
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Admitted-Property and Casualty

Source: NAIC Retaliation Guide, 2019

[ No Premium Tax
I 0.5%-1.9%
[12.0%2.1%
[ 12.25% (Georgia Rate)
N 2.28%-2.75%

W 3%-4.27%

Variable Rates

Statistical Information

Entities Paying State Premium Tax

Premiums Subject to State Premium Tax
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Description

Insurance Class
and Domicile State

Admitted
Company Rate

Exceptions

Due Date and
Administration

Code Section
Major Changes in
Last 10 Years

Other States with
Tax

Retaliatory Tax

Retaliatory tax is imposed on companies domiciledin Georgia if the home state (or
country) imposes a higher tax on similar insurdrsthese instances, Georgia will impose tt
higher rate on insurers from that state operating in Georgia. The calculation also consid
other statutorily required costsuch as licenses, fees, and local taxes. Retaliatory taxes &
intended to discourage high taxes in other states. Statute imposes the tax on admitted
insurers and risk retention groups.

Life ‘ \/ Domestic ‘

Property and Casualty v,/ Foreign and Alien \/

Difference between Georgia taxes deels
andamount charged by home state to
Georgia insurer

Non-Admitted

Company Rate Same as admitted

The tax is noimposed on surplus brokers or individual procurement because the broker
purchaser does not meet the statutory definition of an insurance company or an agent o
representative of one.

Admitted companies and rigletention groups each file a retaliatory tax form that compute
tax owed based on the taxes and fees that would be charged in their home state. Admit
companies submit their form with the annual return by March 1, while risk retention grou
submit theirform with the fourth quarter affidavit within 15 days of the end of the year.
During the audit process, OCI staff review the accuracy of form data.

33326 Year Created 1869

No major changes weidentified.

# of Other Sta#®

All states impose retaliatory taxes except Hawaii, which has the highest premium tax rat
all states (4.27%). As in Georgia, reta
including state and local taxes, licenses, and fees. Four statesdctiprocity statutes, which
eliminate retaliatory taxes if the comp
reciprocal stateds companies. In addit:@

no more than their home state chargésilar Wisconsin companies.
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Source: NAIC Retaliation Guide, 2019

Statistical Information

Entities Paying Retaliatory Tax

Premiums Subject to Retaliatory Tax

200 » 35
180 5 %30
160 0 g25
140
100 $15
80 $10
60 45
40
20 $0
0 2015 2016 2017 2018 2019
2015 2016 2017 2018 2019 . . HLife ® PC . .
Includes all premiums for non-exempt, admitted companies not based in
uLife mPC Georgia.
Retaliatory Tax Amounts Average Retaliatory Taxes?!
$1,200,000 $14,000
$1,000,000 $12,000
$10,000
$800,000
$8,000
$600,000 $6,000
$400,000 $4,000
$200,000 $2,000
$0
$0 — 7 . — 2015 2016 2017 2018 2019
2015 2016 2017 2018 2019 Elife mpPC

Hlife ®PC

lincludes only entities that paid retaliatory taxes in the applicable year.
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Description

Insurance Class
and Domicile State

Admitted
Company Rate

Exceptions

Due Date and
Administration

Code Sections

Major Changes
in Last 10 Years

Other States
with Tax

Local Premium Tax

Admitted insurers pay local premium taxes of 1% for life insurance companies and 2.t
othercompanies. State statute imposes the 1% tax on life insurance companies for all
counties. However, municipalities must pass an ordinance to impose the local tax, anc
counties must pass an ordinance for the local tax onlif@insurance companies. While
statute allows the ordinance to impose a tax up to the maximum rate, OCI indicated th
only the maximum rate has been imposed in practice. The local premium tax is impos
gross direct premiums.

Life ‘ \/ Domestic ‘ \/

Property and Casualty

Forei d
v v

1% for life Non-Admitted
2.5% for property and casualty Company Rate

Captive insurers do not pay local premium taxes.

OCI bills admitted companies for local taxes based on taxable premiums reported on 1
annualreturns, generally at the beginning of Julyocalculate the tax owed, OCI factors ir
differences in the state and local tax base, suclighsdeductible health plans and flood

insurance. Companies remit payment for local taxes by August 1, and OCI distributes
revenue to local governments on October 15. OCI allocates the revenue to local gove
based on t he p e rpapelatitnahgtdvesorfthatcilyercountat e 6 s

19814 life
338-8.1; 38-8.2 Year Created* 1983 property and
casualty

No major changes weidentified.

# of Other Stat@s

Six other states authorize local governments to levy premium taxes. Rates vary acros
and are typically based on insurance type. For instance, South Carolina imposes a 0.
municipal tax on life and hetlinsurers and a 2% municipal tax on property and casual
companies. In two of the six states, local tax proceeds are earmarked for specialized

retirement or pension fund§Seé ppendixfer descriptions of local preragintather states

4 Prior to these dates, local governments may have imposedyin taxes and collected them directly.
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Source: NAIC Retaliation Guide, 2019

Statistical Information

Entities Paying Local Tax Premiums Subject to Local Tax?
1,200 g ﬁz
1,000 S
o $35
800 $30
$25
600 $20
400 $15
$10
200 5
0 $0
2015 2016 2017 2018 2019 2015 2016 2017 2018 2019
ELife mPC ) = Life = PC
1Excludes exempt premiums.
Local Tax Amounts Average Local Taxes
. $800 $800,000
S $700 $700,000
S 3600 $600,000
$500 $500,000
$400 $400,000
$300 $300,000
$200 $200,000
$100 $100,000
$0 $0
2015 2016 2017 2018 2019 2015 2016 2017 2018 2019
m|jfe mPC u Life mPC
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Chapter 2: Rate Reductions

Rate reductions reduce the percentage of premiumsatiatittedinsurers pay in taxes from 2.25%

to a lower rateGeorgia offers one rate reduction provision, known as the abatembith provides

a rate reduction for investing in Georgia investmem2019the abatementotaled $.91.5nillion in
forgone state reveie and $38.7 million in forgone local revenue. The abatement is typically claimed
by 70-90 companie®ach year.

Fortaxyears201Z019, t he abatement was Georgiads | arges
state taxes forgone. For 2026816, the abateentwas the second largest premium tax expenditure,
just belowthe local tax deduction.

As shown in hechartsbelow, theabatemenprovides greatebbenefis fordomestic companiefn
2019, Georgihased companies made up 4% of admitted companies bub#&8mpanies taking the
abatement and 86 of the totaktate abatement amounthe abatement favors domestic companies
in part because it allows the companies to use real and tangible property in Georgia as eligible
investments.

Entities Taking the Abatement Abatement Amounts (State)
90 " $200
80 S $180
: i
60 = s140 . . I
50 $120
$100
40 $80
80 $60
20 $40
10 $20
0 $0
2015 2016 2017 2018 2019 2015 2016 2017 2018 2019
Georgia ™Non-Georgia Georgia ™ Non-Georgia
Source: DOAA analysis of OCI data Source: DOAA analysis of OCI data
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Description

Insurance Class
and Domicile State

Abatement
Applicability

Amount

Exceptions

Administration

Code Section

Major Changes
in Last 10 Years

Other States with
Abatement

Abatement for State Investment

An admitted insurance company may lower its state premium tax rate to 1.25% if at lea
25% of its assets are invested in Georgia, or to 0.5% if at least 75% of its assets are in
Georgia. Companies mawest in state and local government bonds, real estate or persc
property, corporation shares, and other eligible Georgia investments. The abatement is
intended to incentivize irstate investment.

Life ‘ \/ Domestic ’ \/

v

State Premium ‘ Retaliatory ‘ Local Premium

Property and Casualty \/ Foreign and Alien

Life companies are exempt
\/ from county taxes if state
rate is reduced to 0.5%

Rate isreduced to 1.25% or 0.5%, depending on the level of investment

Non-admitted insurers are not eligible for a rate reduction.

Eligible companies claim abatements on their annual return and a form used to calcula
ratio of their eligible Georgia assets to their total assets. OCI staff cotmgareported
information tothe assetist and otherinformationin the annual statemerihe company
reported to the NAIC.

338-5 Year Created 1960

S

7
s

No major changes were identified.

# of Other SE States

Four other southeastern states have
provisions related-
state investment. Alabama, Mississippi, an
Tennessee offer a rate reduction, and Soul
Carolina offers a credit. For example,
Mississippi offers a rate reduction for
qualifying in-state investments based on thi
percentage of total assets invested, while
South Carolina provides a credit based on
the dollar amount of irstate investments.

) No Avatement
[ Roto Roeduction
Credt

S
Source: NAIC Retaliation Guide, 2019
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Statistical Information

Abatement Amounts

Entities Taking the Abatement

$200 90
2 80
S $180
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s $160
$140 60
$120 50
o o
$60 30
$40 20
$20 10
$0 0
2015 2016 2017 2018 2019 2015 2016 2017 2018 2019
" State Abatement ™ Local Abatement mLife ®PC
s Abatement Amounts (State) Average Abatement Amounts (State)
200
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= $150 s
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$100
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$50 $2
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go = EEE R EE so = = = o
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Elife ®PC mlife =PC
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Chapter 3: Credits

Credits allow insurance companies to offset their premium tax liability on a diliedtollar basis,

with unused amounts carriddrward to futureyearsEach premium tax credit in Georgia has a
similar or equivalent income tax cred#ssentially making a credit available to corporations that pay
income tax and corporations that pay premium tax. Credits are typically used to incentivize certain
activities (e.g., economic development).

While OCI manages the credit redemption procebs, Department of Community Affairs (DCA)
oversees eligibility for the loimcome housing and the Georgia Agricultural Rural Jobg B&RJA
tax credits For the job tax creditOCI oversees eligibility, while DG#assifies counties for credit
amount purposes angrovides guidance when needed

W e are only able to report amounts claimed for theiloeome housing tax credithe third largest
premium tax expenditure &127.6nillion in 2019Job tax creditstatistical information cannot be
reported because fewer tha0 companiéglaim it eachyear of our review perig@nd the GARJA
credit will first be claimed for the 2020 tax ye#e estimate that the 2020 GARJA amount claimed
will be nearly all of the$9 million earned that year

5Due to confidentiality concerns, we are unable to provide statistical information for groups of less than 10 taxpayers.
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Description

Insurance Class
and Domicile State

Credit
Applicability

Amount

Exceptions

Administration

Code Section

Major Changes
in Last 10 Years

Other States
with Credit

Job Tax Credit

Admitted insurers receive a state premium tax credit of $750 to $3,500 per year for five
for eachnew, fulttime jobcreated The credit amount and the minimum number of jobs
required vary based on the location of the jobs. Each year, DCA asslynswgay to one of
four tiers based on its level of economic development, with jobs in less developed coun
eligible for more generous credits. To qualify for the credit, the jobs must offer health
insurance coverage and must have an average wagettadtosfethe county with the lowest
average wage in the state. Unused amounts may be carried forward for 10 years from 1
in which the jobs were created.

The credit is intended to incentivize job creation. A similar credit is available for compar
that pay income tax.

Life ‘ \/ Domestic ‘ \/

v

State Premium ‘ Retaliatory ‘ Local Premium

Property and Casualty v’ Foreign and Alien

v

$750%3,500 per jolper year for 5 years, with higher amounts for jobs in less developed
counties

For businesses that have operated in the state for three years, an additional tax credit
per job is allowed faa single yeaand taken in year two following the creation of that job
Non-admitted insurers are not eligible for the job tax credit.

OCl overseesligibility and monitors credit usage. Staff verify jobs meet criteria by reviev
supporting documents, which include payroll reports and Department of Labor
documentation. Companies claim the cregtien they filetheir annual return.

3384.1 Year Created 2008

In 2019, Senate Bill 132 reinstated the additional tax credit for businesses operating in
state for at least three years, which had expired in 2014.

# of Other SE Stdes

Five other southeastern statpsovidejob-
related credits. Like Georgia, North Carolin
South Carolina, and Virginia provide credit:
for new job creation, typically for jobs
created within targeted development areas
The credit allowed per job ranges from $75
to $12,500 per employee. Alatzaamd
Florida provide credits for jobs already
existing within the state.

Source: NAIC Retaliation Guide, 2019
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Statistical Information

Due to confidentiality concerns, we are unable to provide statistical information for the job tax credit,
which was claimed by less than 10 companies each year.



Premium Taxes

21

Description

Insurance Class
and Domicile State

Credit
Applicability

Amount
Exceptions

Administration

Code Section

Major Changes
in Last 10 Years

Other States with
Credit

Low-Income Housing Tax Credit

Insurers receive a state premium tax credit for investing in a Georgia housing project ths
gualifies for the federal housing tax credit. The state credit amount is equal to the federe
credit, which has two tiers: a competitive, capped 9% credit and acompetitive, uncapped
4% credit. Credits are awarded after the project is completed, and unused amounts can
carried forward for up to three years.

The credit is intended to incentivize private investment in affordable housing. It may alsc

used bynonrinsurers for income taxeAmounts taken against the income tase not
included in the Statistical Information section below.

Life ‘ \/ Domestic ‘ V

v

State Premium ‘ Retaliatory ‘ Local Premium

Property and Casualty \/ Foreign and Alien

v

Up to the amount allowed by the federal lamcome housing credit
Entities that obtain policies through individual procurement are eligible for the credit.

DCA oversees the eligibility and monitoring aspects of the credit, verifying housing proje
meet federal criteria and monitoring for continued compliance. The agency provides pro
credit amounts to OCI staff, who verify claimant documentation and taporedit usage,
carryforwards, and recaptures. The cred
or against tax ora nonadmittedtaxpayeb s quarterly affidavit
form to report credits claimed for the tax year, adl @e a Department of Revenue
certification form and related federal forms.

33118 Year Created 2001

No major changes were identified.

# of Other Sate

South Carolina and Virginia allow credits fc
low-income housing developmenbsorth
Carolina retired its state lovincome
housing tax credit in 2015.

[ g i,

Source: NAIC Retaliation Guide, 2019
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Statistical Information

Entities Taking the Credit

180
160
140
120
100
80
60
40
20
0
2015 2016 2017 2018 2019
Hlife mPC

1Less than 10 companies from Georgia and less than 10 surplus brokers
took the credit, so we are unable to break down the credits based on
domicile or entity type.

Credit Amounts Average Credit Amounts
., $160 $1,200,000
c

S 3140 $1,000,000
= $120
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$80 $600,000
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Georgia Agribusiness and Rural Jobs Act (GARJA)

Description

Insurance Class
and Domicile State

Credit Applicability

Amount

Exceptions

Administration

Code Section

Major Changes in
Last 10 Years

Other States with
Similar Credit

Insurers receive a crediiward state premium or retaliatory taxes for investing in a rure
fund that, in turn, invests in eligible small businesses in rural Georgia. Beginning two
after their initial investment, investors earn the credit in installments of 15% over four
yars for a total of 60% of the fundds
carried forward indefinitely. The credit has an aggregate cap of $60 million, which ha
been reached.

The credit is intended to incentivize private investment in rural kimasinesses. It may

also be used by nensurers for income taxe8mounts that will be taken against the
income taxare not included in the Statistical Information section below.

Life ‘ V’ Domestic ‘ V’

Property and Foreign and
Casualty \/ Alien V
State Premium ‘ Retaliatory ‘ Local Premium

v v

60% of investments in a rural fund, with 15% earned each year for four years

Surplus brokers and entities that obtain policies through individual procurerdentot
appear to beligible for the GARJA crediBecause the statute references the retaliatory
tax, it appears that risk retention groups may be eligible to use the doeditat purpose.

DCA determines eligibility by verifying the rural fund meets initial requirements, recei
adequate funding from investors, and makes timely investments in eligible businesse
DCA staff monitor compliance until the fund exits the program, which can cafter six
years. Each fund reports to DCA how its credits are allocated among investors (i.e.,
insurance companies and other entities). DCA provides this allocation information to
which then tracks credit usage. The creditisimed when theompanyfilesits annual
return.

33125 Year Created 2017

No major changes were identified.

# of Other SE States

We did not identify any othesoutheastern
states that allow credits specifically for
investments in agribusiness or other rural
small businesses. Howeveeysnof the
eight other southeastern states offer simil;
credits for investment in funds that assist
targeted areas. For exampldorida offers a
New Market Tax Credit for investment in ¢
community development entity that, in
turn, invests in businesses in leiwcome
communities.

Source: NAIC Retaliation Guide, 2019




Premium Taxes

24

Statistical Information

Credit Amounts Earned

1

2020* 2021 2022 2023
1We estimate that nearly all of the credit amounts earned in 2020 are likely to be used in 2020.

8

Millions
4 8

g R &8

g

*
s

$0
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N
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Chapter 4. Deductions

Deductions allow companies to offset their premium tax liability on a dédledollar basis. While
deductions function in a manner similar to credits, companies cannot carry forward unused
deduction amounts. Additionally, the deductions result from anmstinat companies are required to
pay to other entities (e.g., municipal license fees), while credits are typically used to incentivize
certain activities (e.g., economic development).

Three of the four deductions offset statutorily required paymentohypanies issuing life, accident,
and sickness insurance. The fourth deduction offsets payments statutorily required by other states
for certain types of property and casualty insurance.

In 2019, deductions totale@@0.7million in forgonerevenueThis total excludes the retaliatory tax
deduction, which was claimed by less than 10 companies each year. As shown in the chart below, the
local tax deduction was thiargest deduction for each year from 22089 Additionally, the local

tax dediction was the largest premium tax expenditure for 2@036 and the second largest

premium tax expenditure for 2042019.

$200
£ $180
S
E $160
$140
$120
$100
$80
$60
$40
$20
$0
2015 2016 2017 2018 2019
® Local tax deduction = Municipal license deduction = Guaranty deduction
*Chart does not include the retaliatory tax deduction, which was taken by less than
10 companies, and therefore, cannot be presented.
Source: DOAA analysis of OCI data
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Description

Insurance Class
and Domicile State

Deduction
Applicability

Amount
Exceptions

Administration

Code Section

Major Changes
in Last 10 Years

Other States
with Deduction

Retaliatory Taxes Paid to Other States

A domestic insurer issuing policies on fire, lightniegtended coverage, and windstorm foi
properties within Georgia can deduct retaliatory taxes paid to another state.

Life ‘ Domestic ‘ V
Companies issuing fire,
Prgpertylfmd lightning, and Foreign and Alien
asualty windstorm policies

State Premium

Retaliatory ‘

Local Premium

v

Full amount of retaliatory taxes paid to another state

No exceptions wer@entified.

The deduction is claimedhenthe company files itannual returnOCI daff assess
documentation detailing taxes paid to other states to verify the deduction.

338-7
No major changes were identified.

# of Other SE Stdtes

Mississippi and Virginia allow retaliatory
taxes paid to another state to be deducted
from premium taxes. Virginia has a
refundable credit limited to 60% of
retaliatory costs.

Year Created 1956

Source: NAIC Retaliation Guide, 2019

Statistical Information

Due to confidentiality concerns, we are unable to provide statistical information foethiatory tax
deduction which was claimed by less than 10 companies each year.
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Description

Insurance Class
and Domicile State

Deduction
Applicability

Amount
Exceptions

Administration

Code Section

Major Changes in
Last 10 Years

Other States with
Deduction

Municipal License Fees

Admitted life insurancecompanies may deduct from their state premium taxes license fe

paid to municipalities in Georgia.

Life ‘ V Domestic ‘ V
Property and Foreign and \/
Casualty Alien
State Premium ‘ Retaliatory ‘ Local Premium

v

Full amount of license fees paid to Georgia municipalities

No exceptions were identified.

Companies claim thdeduction when they file their annual returns. OCI staff review licen
fee amounts reported on the form and verify them against the records in the OCI datab

338-8 (e)
No major changes were identified.

# of Other SE Stdtes

Alabama is the only other southeastern
state we identified with a deduction that
allows licenses and fees paid to counties
be deducted from state premium taxes.

Year Created 1%4

Source: NAIC Retaliation Guide, 201é
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Statistical Information
Entities Taking the Deduction
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Description

Insurance Class
and Domicile State

Deduction
Applicability

Amount
Exceptions

Administration

Code Section

Major Changes
in Last 10 Years

Other States with
Deduction

Local Premium Taxes

Admitted life insurancecompanies magteduct from their state premium taxes the county
and municipal premium taxes paid the previous year.

Life ‘ \/ Domestic ‘ \/
Property and Foreign and \/
Casualty Alien
State Premium ‘ Retaliatory ‘ Local Premium

v

Full amount of county and municipal taxes paid

No exceptions were identified.

The deduction is reported on tleanual return. Local premium tax amounts are verified
against taxes recorded in the OCI database.

338-8.1 (f)

Year Created 1%4

No major changes were identified.

# of Other SE Stdies

We did not identify any other southeastern
states with deductions for local premium ta

payments.

Source: NAIC Retaliation Guide, 2019
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Statistical Information

Entities Taking the Deduction
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Description

Insurance Class
and Domicile State

Deduction
Applicability

Amount

Exceptions

Administration

Code Section

Major Changes in
Last 10 Years

Other States with
Deduction

Guaranty Assessment

Admitted companies may deduct from their state premium taxes an assessment paid tc
Life and Health Guaranty Association. The association helps ensure payment of claims
a life or health insurer becomes insolvent. The deduction is taken iniagtaliments (20%
each year) for five years after the assessment is paid.

Life ‘ \/ Domestic ‘ \/

Property and . Foreign and
Casualty See Exceptions Alien \/
State Premium ‘ Retaliatory ‘ Local Premium

v

Full amount of the assessment, in installments of 20% in each of the five years after the
assessment is paid

HMOs are not members of the Life and Health Guaranty Association and, therefore, wil
have assessments or relatitiuctions. Also, approximately poperty and casualty
companies write accident and health insuraacelhaveassessmentsndrelated deductions.

The deduction is claimedghenthe company files itennual returnOCI staff use information
from the Life and Health Guaranty Association to verégortedamounts. Staff also track
usage over thitve-year eligible period.

333822 Year Created 1988

No changes were made to the guaranty assessment deduction. However, 2020's Hous!
1050 allows tasexempt insurers to imposepgemium surcharge to recoup an assessment.

# of Other SE Stdes

All eight other southeastern states allow
insurers to deduct the full amount of their
life and health guaranty fund assessments
from premium taxes, typically in equal
installments over a period of 5 to 10 years.
Five of these states also extend the deaurct
to property and casualty guaranty fund
payments.

Source: NAIC Retaliation Guide, 2019
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Statistical Information

Entities Taking the Deduction
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1
Deductions for a 2017 assessment were first taken in 2018.
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Chapter 5: State Exemptions

Exemptions prevent certain types of insurance or insurance companies from being taxed. An
exemption may apply to state tax, local tax, or both. The eight exemptions in this chapter result from
provisions in state law, while the exemptions discussed in @h&result from provisions in federal

law or regulation. Exemptions generally serve to lower costs for certain types of insurance or to
equalize treatment with similar insurance entities.

In 2019, state exemptions totale@i3samillion in forgonestaterevenueand $8.6million in forgone
local revenugWith the exception of highdeductible health plans, all state exemptions exempt the
entity from both state and local premium taxes. Additionalymeexemptiors may permit the sta

to impose theetaliatory taxifa n e x e mp t h®rde siata or coungryddees not exempt similar
entitiesor insurance

As shown in the chart below, state exemptions varied significantly overZi% primarily due to
fluctuationsin the amount ohigh-deductible health plan premiumghe reason for these
fluctuations was not clear.

State Exemptions - State Revenue Impact

Millions

$15
$10
$5
$0

2015 2016 2017 2018 2019
Source: DOAA analysis of OCI data
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Description

Insurance Class
and Domicile State

Exemption
Applicability

Amount
Exceptions

Administration

Code Section

Major Changes in
Last 10 Years

Other States with
Exemption

Nonprofits Insuring Places of Worship

Insurance companies that are 501(c)(3) or 501(c)(4) nonprofits and only insure places ¢
worship are exempt from state and local premium taxes. The exemption is likely intende
lower the insurance costs for places of worship due to the benefits theiderm society.

Life ‘ Domestic ‘ \/
Property and Foreign and
Casualty \/ Alien \/
State Premium ‘ Retaliatory ‘ Local Premium

v

All state and locgbremium taxes

v/ v/

No exceptions were identified.

Eligible nonprofits provide their IRS tax exempt certificate to OCI, as well as documenta
of their scope of business. Companies then file annuaétarns indicating they owe no
premium taxes.

338-13 Year Created 1996

No major changes were identified.

# of Other SE Sta&es

South Carolina is the only other
southeastern state with an exemption
specifically for nonprofits that only insure
churches; however, two other states have
provisions for similar entities. Mississippi
exempts all nonprofit insurers, and Alabanr
exempts noprofit life insurers covering
nonprofit education and scientific
institutions.

™, !
\

Source: NAIC Retaliation Guide, 2019

Statistical Information

Due to confidentiality concerns, we are unable to provide statistical information for this exemption,
which was claimed by less than 10 companiek gaar.
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Description

Insurance Class
and Domicile State

Exemption
Applicability

Amount
Exceptions
Administration
Code Section

Major Changes in
Last 10 Years

Other States with
Exemption

Fraternal Benefit Societies

Lodges and similar nonprofit societies created solely for the benefit of their members ar
exempt from state and local premium taxes. These entities can offer benefit contracts tt
guarantee payment of benefits in return for premiums (similar to insurance). The exemp
is allowed due to the nature of fraternal benefit societies, which are considered charitab
benevolent institutions.

Life ‘ V Domestic ‘ V
Property and Foreign and V
Casualty Alien
State Premium ‘ Retaliatory ’ Local Premium

v v/ v/

All state and local taxes (other than taxes on real estateoffivé equipment)
No exceptions were identified.
Fraternal benefit societies are not required to submit annual premium tax returns.

331583 Year Created 1993

No major changes were identified.

# of Other SE Stdes

All eight southeastern states exempt
fraternal benefit societies from premium
taxation. This exemption is a standard
practice, with all 50 states having similar
provisions.

Source: NAIC Retaliation Guide, 2019
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Statistical Information

Exempt Entities with Premiums Exempt Premiums
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Domestic Farmers' Mutual Fire Insurance Companies

Description

Insurance Class
and Domicile State

Exemption
Applicability

Amount

Exceptions
Administration

Code Section

Major Changes in
Last 10 Years

Other States with
Exemption

Mutual companies incorporated in Georgia and organized to insure property against dan
from fire, lightning, windstorm, and hail are exempt from state and local premium taxes.
exemption is likelyintended to increase availability and lower the costs of this insurance fi
farmers.

Life ‘ Domestic ‘ V/
Property and | Fire, lightning, windstorm, Foreign and
Casualty | and hail Alien
State Premium Retaliatory ‘ Local Premium

v v v/

All state and local taxes (other than taxes on real and personal property)

No exceptions were identified.

Domestic farmersdé& mut ual fire insurance
tax returns.
331620 Year Created 1%B5

No major changes were identified.

# of Other SE Sta&es

North Carolina is the only other southeaster
state that exempts ¢
fire insurance companies, but two other
states have comparable provisions. Kentucl
exempts some domestigutual insurers, and
Virginia exempts certain mutual assessmen
fire insurance companies.

Y

Source: NAIC Retaliation Guide, 2019

Statistical Information

Data provided for this exemption was not sufficiently reliable for analysis. However, the exemption
appears to have been claimeddss than 10 companies each year.
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Workers' Compensation Group Self-Insured Health Plans

Description Eligible employer collectives thatsélfund wor ker sd compensat.
state and local premium taxes. Eligible employer types include local governments, hospi
authorities, and professional associations. The exemption is likelydateto equalize
treatment with other selinsured plans, which are typically governed by federal law and
exempt from state premium taxes.

Insurance Class . _
and Domicile State Life Domestic V

Property and , . _ .
Casualty Workers' compensation Foreign and Alien
o State Premium | Retaliatory | Local Premium

Applicability

v/ v/ v

Amount All state and local premium taxes
Exceptions No exceptions were identified.

Wor ker s ¢ omp e fAnsuande fumils ayernot veguiresl & Isubmit annual

Administration premium tax returns.

Code Section 34-9-150; 39-171 Year Created 1980

Major Changes

in Last 10 Years No major changes wemgentified.

Other States # of Other SE States
with Exemption
Two other states, Virginia and Kentucky,
have exemptions for
compensation insurance, although
Kentucky®ds exempti ol
taxes.

A

Source: NAIC Retaliation Guide, 2019
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Statistical Information

Exempt Entities with Premiums

Exempt Premiums
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Description

Insurance Class
and Domicile State

Exemption
Applicability

Amount
Exceptions
Administration
Code Section

Major Changes in
Last 10 Years

Other States with
Exemption

Interlocal Risk Management Agencies

An OClHicensed, selinsurance entity formed by local governments is exempt from state
local premium taxes. These entities can provide coverage for risks such as general or r
vehicle liability, accident, and property damage. &emption is likely intended to equalize
treatment with other selinsured plans, which are typically governed by federal law and
exempt from state premium taxes.

Life ‘ Domestic ‘ \/
Property and \/ Foreign and
Casualty Alien
State Premium ‘ Retaliatory ‘ Local Premium

v

All state and local taxes

v v

No exceptions were identified.
Interlocal risk management agencies are not required to submit annual premium tax ret

36-85-13 Year Created 1986

No major changes were identified.

# of Other SE Stdtes:

Kentucky is the only other southeastern sts
we identified with this type of exemption. It
exempts premiums paid to insurance
companies or surplus line brokers by
nonprofit selfinsurance groups consisting o
local governments.

e T
Moy

B

Source: NAIC Retaliation Guide, 2019

Statistical Information

Due to confidentiality concerns, we are unable to provide statistical informati@xémption which
was claimed by less than 10 companies each year.
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Description

Insurance Class
and Domicile State

Exemption
Applicability

Amount
Exceptions

Administration
Code Section

Major Changes in
Last 10 Years

Other States with
Similar Exemption

Multiple Employer Self-Insured Health Plans

Selfinsured plans offering health, dental, or shtemtm disability benefits to employees of
two or more employers are exempt from state and local premium taxes. The provision
applies to plans that are not fully insured, meaning benefits are natmgfead by a
contract or policy. The exemption is likely intended to equalize treatment with other se
insured plans, which are typically governed by federal law and exempt from state prer
taxes.

. Health, dental, and .
Life short-term disability Domestic ‘ V’
Property and Foreign and \/
Casualty Alien
State Premium ‘ Retaliatory ‘ Local Premium

v

All state and local premium taxes

v v

The exemption does not apply to plans of political subdivisions or certain educational
institutions.

Multiple employer selinsured health plans file annual returns but report $0 in premium

33-50-3 Year Created 2016

No major changes were identified.

# of Other SE Stdes

While no other southeastern state has an
exemption for all multiplemployer seif
insured health plans, three states have
similar exemptions. South Carolina exemp
multiple employer selinsured health plans
that were established by a nqmofit prior

to 1985. Mississippi and Kentucky exempt
certain seHlinsurance plansavering state
employees. Though Florida does not exen
group seHinsurers, it taxes them at a
slightly lower rate (1.6%) than most other
insurers (1.75%).

Source: NAIC Retaliation Guide, 2019

Statistical Information

Due to confidentiality concerns, we are unable to progiadistical information for this exemption,
which was claimed by less than 10 companies.
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Description

Insurance Class
and Domicile State

Exemption
Applicability

Amount
Exceptions

Administration

Code Section

Major Changes
in Last 10 Years

Other States with
Exemption

High-Deductible Health Plan Premiums

High-deductible health planHDHP), as defined by the federal income tax c@de exempt
from statepremium taxes when premiums are paid by Georgia residents. The exemption
intended to promote and encourage higgductible health plans.

. High-deductible .
Life health plans Domestic ‘ \/
Property and Foreign and \/'
Casualty Alien
State Premium ‘ Retaliatory ‘ Local Premium

v v

All state premium taxes
No exceptions were identified.

HDHP premiums areeported when the company files its annual return. HDHP premiums
deducted from taxable premiums during the state tax calculation and subsequently adde
for the local tax computation.

338-4 Year Created 2008

HDHPs were also exempt from local premium taxes until that provision expired in 2015.

# of Other SE Stdtes

Kentucky is the only other southeastern sta
we identified with an exemption for high
deductible health plans. However, Kentuck:
exempts these plans from the local tax only
and requires them to have an accompanyin
health savings account to be eligible.

Source: NAIC Retaliation Guide, 2019

Statistical Information

Due to confidentiality concerns, we are unable to provide statistical information for this exemption,
which was claimed by less than 10 companies each year.
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Description

Insurance Class
and Domicile State

Exemption
Applicability

Amount

Exceptions

Administration

Code Section

Major Changes
in Last 10 Years

Other States with
Exemption

Planes and Trains

Property or casualtinsurance on railroads engaged in interstate commerce, aircraft oper
in interstate flight, or aircraft owned or operated by aircraft manufacturers are exempt fr
state and local taxes. The exemption is limited to surplus line brokers and individual
procurement. It is intended to promote interstate commerce.

Life ‘ Domestic V/
Property and Foreign and
Casualty V’ Alien V’
State Premium ‘ Retaliatory Local Premium

v v v/

All state and local premium taxes

The exemption does not apply to workers' compensation and employer's liability insultar
also does not apply to risk retention groups.

Only premiums subject to the premium tax are reported on quarterly affidavits for surplu
brokers and individual procurement, so premiums eligible for the exemption areputed
to OCI. Staff indicated the new software for radmitted companies will track this
exemption.

355-35 Year Created 1960

No major changes were identified.

# of Other SE Stdes

Six states have an exemption for aircraft
and/or railroads engaged in interstate
commerce. Florida only exempts aircraftd
Virginia only exempts railroads

Other statesnayhave an exemption for
ocearmarine and transportation insurance.

Source: NAIC Retaliation Guide, 2019

Statistical Information

No data was available for this exemption.
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Chapter 6: Federal Exemptions

Under federal law and regulation, certain premium types are exempt from state and/or local taxation.
Due totheir federal source, these exemptions are consistent across all states and cannot be altered by
state governmerftThe followingarethe five federal exemptionknown to OCI staff, but there may

be additional exemptions not listed.

In 2019, federal exemptions totaletil$.onillion in forgonestaterevenueand $%3.7million in

forgone local revenu&hese figures do not include the exemption for federal emphmyeefits,

which was claimed by less than 10 compaméth the exception of flood insurance, all federal
exemptions exempt the entity from both state and local premium taxes. Flood insurance is only
exemptfrom local premium taxes.

As shown in the chaelow, federal exemptions grew by 55% from 2BA59, with all of the growth
attributable to the Medicare exemptioMedicare was the fourth largest premium tax expenditure
in 2019.

Federal Exemptions - State Revenue Impact?
$120
2 $100

. $80
$60
$40
$20

$0
2015 2016 2017 2018 2019
= Medicare = Crop

Millions

1Chart does not include the exemptions for federal employee benefits or plans purchased from
Army and Air Force Exchanges, which were claimed by less than 10 companies each year.

Source: DOAA analysis of OCI data

61t should be noted that, because the federal exemptions are imposed by the federal gdyerorisions are the
same in all states.
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Federal Employee Benefits

Description Premiums paid for federal employee benefits, including life, health, vision, and dental,
exempt from state and local taxes.

Insurance Class

and Domicile State Life ‘ \/ Domestic ‘ \/
Property and Foreign and \/
Casualty Alien
Exemption State Premium ‘ Retaliatory ‘ Local Premium
Applicability

v/ v v/

Amount All state and local taxes

Exceptions No exceptions were identified.

Premiums for federal employee benefits are repaovtezhthe company files itannual

Administration return. Staff verify claims against federal code requirements.

Statistical Information

Due to confidentiality concerns, we are unable to prostdgistical information for this exemption,
which was claimed by less than 10 companies each year.



Premium Taxes

46

Multi-peril Crop Insurance

Description Premiums paid for federal crop insurance are exempt from state and local taxes.
Insurance Class ) .
and Domicile State Life Domestic V/
Property and Foreign and

Casualty \/ Alien \/

Exemption State Premium | Retaliatory ‘ Local Premium

Applicability
Amount All state and local taxes
Exceptions No exceptions were identified.

Administration

Statistical Information

Multi -peril crop premiums are reporteechenthe company files itannual return.

Entities with Exempt Premiums
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Flood Insurance

Premiums paid for federal flood insurance are subject to state taxes but are exempt fron

Domestic ‘ V

Description
taxes.
Insurance Class it
and Domicile State Lite
Property and
Casualty
Exemption State Premi

Applicability

v

um

Foreign and
Alien ‘ V

Retaliatory | Local Premium

Amount All local taxes

Exceptions

Administration

No exceptions were identified.

v

Flood insurance is reportaghenthe company files itennual return. Flooéhsurance

tax base.

premiums are included as taxable premiums for the state tax but are deducted from the

Statistical Information

Entities with Exempt Premiums

Exempt Premiums
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Medicare

Description Premiums paid to Medicare Choice and other Medicaresiskingorganizations are
exempt from state and local taxes. Medicaid premiums do not have a similar exemptior

Insurance Class . .
and Domicile State Life ‘ \/ Domestic ’ \/
Property and Foreign and V
Casualty Alien
Exemption State Premium ‘ Retaliatory ‘ Local Premium
Applicability

v/ v v/

Amount All state and local taxes
Exceptions No exceptions were identified.

Medicare exemptions are reportadhenthe company files itennual return where they are

Administration deducted from taxable premiums.

Statistical Information
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Description

Insurance Class
and Domicile State

Exemption
Applicability

Amount

Exceptions

Administration

Army and Air Force Exchange
Premiums paid for insurance purchased through Army and Air Force Exchanges st

from state and local taxes. The exchanges are typically located on Army and Air Force
installations and servenembers of the military community.

Life ‘ \/ Domestic ‘ \/

Property and Foreign and
Casualty \/ Alien \/
State Premium ‘ Retaliatory ‘ Local Premium

v v/ v

All state and local taxes
No exceptions were identified.
Premiums foinsurance purchased through Army and Air Force Exchanges are reportec

when the company files its annual return.

Statistical Information

Due to confidentiality concerns, we are unable to provide statistical information fatamption, which
was claimed by less than 10 companies each year.
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Appendix A: Objectives, Scope, and Methodology

Objectives

This report examinethe insurance premium taxSpecifically, our examinatiamas designated to serve as
a primer that would cover thiollowing:

1. The underlying mechanics of the insurance premium tax.
2. The relevant tax expenditures.

For the objectives above, we set out to:

1. Understandrelevantstatutory provisions;

2. Document the administration process;

3. Provide descriptive statistics; and

4. Compare to other statesd0 provisions.
Scope

This special examination generally covepeemium taxactivity that occurred fromax years 2012019
with consideation of earlier or later periods when relevdnformation used in this report was obtained
by reviewing relevant laws, rules, and regulatignterviewing agency officials and staff from the Office
of the Commissioner of Insurance (O@Hd the Departrant of Community Affairs (DCAandanalyzing
data and reportérom OCI. We also reviewedocumentation from OCI and the National Association of
Insurance Commissioners (NAIC). Finally, we reviewed relevant laws of other identified states.

We gained an nderstanding of agency internal controls as part of our review of the administration of the
taxes and tax expenditures, but an assessment of
We also gained an understanding of controls as part ofaonpilation of statistical information, and our

testing was limited to ensuring that the data was reliable for reporting purposes (discussed below).

Methodology

As explained on page 1, we grouped the six classes of insurance in statute into the two dasses
typically used by the industry. In the life category, we included two of the six classes in statuiie, the
accident, and sickness class amalth maintenance organizations. In property and casualty, we included
four of the six classes: preyly, marine, and transportation; casualty; surety; and title.

To understand statutory provisions, we reviewed relevant state laws that describe the various types of
insurance and insurance companies, premiunegaax expenditures, and required document filings. We
also reviewed federal laand OCI documentatiomo identify insurance with a federal exption from
state and/or local taxation. Additionally, we researched significant historical changes to theddax
expenditure provisionsFinally, we interviewed OCI staff to clarify specific code sections.

To document the administration process we interviewed OCI and DCA stafiregardinghow tax
amounts are determined, information sources, verification processes, and collection prétesaiss
reviewedOCI tax forms andpolicies and procedures documerthat descrite the tax administration
process.

To provide descriptive statistics, weobtained confidential tax information for fiscal years 220%9 from
OCl 6s Sircon database, docume nihaditionpwe infenvienmad GCCI| 6 s
staff tobetter understand thalata.

a |
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The data used for the descriptive statistics includes both OCI audited and unaudited tax @i@igsudits
for 2019eturnsand approximately 25% of 2018 retuhrasl not been completedt the time the data was
provided. Therefae,applicableamountswerebased omunauditedannual return data from Sircoas well
asOCl 6s prels minary audi't

W e assessed dabbtained from OChnd determined thait was sufficiently reliable for oupurposes in

most casePue to data limitationswe based retaliatory tax liability for risk retention groups on estimates

provided by OCI staff. Additionally, reliable data was not available for planes and trains and domestic
farmersd mutual fire insurance texwampavided forstheset her ef
exemptionsAs noted throughout the report, we did not present statistical information which applied to

less than 10 companies for confidentiality purposes.

To simplify calculatios, we did not attempt to address potential imgetions between tax expenditures.
We did not consider the extent to which tax expenditumasy reducetax liability below zero.For
example, if a company od/&1million in premium tax butclaimeda $750,000 abatement and a $750,000
deduction, we did notreducethe tax expenditure amountdo $500,000 eachAdditionally, when
calculating forgone taxder exemptentities, we did notattemptto determine other tax expenditures they
might have qualited forif they hadbeen subject to premium taxes (evghether a fraternal benefit society
would be eligible fothe abatemenif they did not have the exemption). Therefore, we used statutory tax
rates to calculate forgone tax revenuedoempt entities

It is important to note that this report may differ from othgublished figures due to variations in data
sources, methodology, time periods, and other considerations. For instance, the Tax Expenditure Report
published by the Department of Audits anaddunts providesforecastsfor various tax expenditures
based on estimatetinpacts to state revenue collected finture fiscal yeas. Converselythis report
provides tax expenditure amounts claimed paisttax yeas, which may not align with thgear in which

the revenue is collected.

Tocompare to ot herwersvieadd BlAIGdoqumeantatiorswihiohrcantains premium tax
and tax expenditure statutes for all 50 statéfe also referenced additional statutory sources for specific
states agecessary.

Premium tax informationrwas summarized for all 50 statedowever due tothe complexity of the
provisions andimitations in available resourcesur review of tax expenditures was limited to eight
southeasterrstates (Alabamdlorida, Kentucky, Mississippi, North Carolingsouth Carolina, Tennessee,
and Virginia)

We conducted thisspecial examinationin accordance with generally accepted government auditing
standards. Those standards require that we plan and perform the audit to obthaestf appropriate
evidence to provide a reasonable basis for our findings and conclusions based on our audit objectives. We
believe that the evidence obtained provides a reasonable basis for our findings and conclusions based on
our audit objectives.
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Appendix B: Premium Tax Expenditures
Tax Years 2015-2019
Ranked by 2019 Values
Type 2015 2016 2017 2018 2019
State Revenue Impact
Rate

Abatement Reduction $143.4 million ~ $157.1 million  $181.7 million  $190.0 milion  $191.5 million
Local Tax Deduction $143.7 million $57.1 million  $167.9 milion  $176.8 million  $183.7 million
Low-Income Housing Credit $101.2 million $95.9 million  $107.7 million  $136.0 million  $127.6 million
Medicare Exemption $71.7 million $86.5 million $89.2 million $98.0 million  $112.7 million
Guaranty Assessment Deduction $3.6 million $3.6 million $3.6 million $17.2 million $14.0 million
Fraternal Exemption $4.7 million $4.4 million $4.1 million $4.3 million $4.6 million
Municipal License Deduction $3.3 million $3.1 million $3.1 million $3.1 million $3.0 million
Workers' Compensation

Group Self-Insurance Exemption $2.2 million $2.8 million $2.8 million $2.9 million $2.8 million
Crop Exemption $2.5 million $2.4 million $3.0 million $3.3 million $2.3 million
Other Tax Expenditures! Combined $60.9 million $58.5 million $45.4 million $50.5 million $53.5 million
Total Forgone State Revenue $537.3 million  $571.4 million  $608.4 million  $682.0 million  $695.8 million
Local Revenue Impact

Medicare Exemption $31.9 million $38.5 million $39.6 million $43.6 million $50.1 million
Abatement sggeuction $35.9 million $36.1 million $39.2 million $40.1 million $38.7 million
Workers' Compensation

Group Self-Insurance Exemption $2.5 million $3.1 million $3.1 million $3.2 million $3.1 million
Crop Exemption $2.8 million $2.6 million $3.4 million $3.6 million $2.6 million
Fraternal Exemption $2.1 million $1.9 million $1.8 million $1.9 million $2.1 million
Flood Exemption $1.1 million $1.3 million $1.3 million $1.0 million $1.1 million
Other Tax Expenditures? Exemptions $16.3 million $16.6 million $16.6 million $17.7 million $19.6 million
Total Forgone Local Revenue $92.4 million  $100.1 million  $105.0 million  $111.1 million  $117.2 million

10ther Tax Expenditures impacting state revenue include (in order of 2019 impact) the federal employee benefits exemption, job tax credit,
high-deductible health plan exemption, retaliatory tax deduction, multiple employer self-insured health plan exemption, interlocal risk
management agency exemption, and the nonprofits insuring places of worship exemption.

20ther Tax Expenditures impacting local revenue include (in order of 2019 impact) the federal employee benefits exemption, interlocal risk
management agency exemption, multiple employer self-insured health plan exemption, and the nonprofits insuring places of worship

exemption.

Source: DOAA analysis of OCI data
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Appendix C: Captive Insurers

Captive nsures areestablished and wholly owned by one or more parent companies for the purpose of
insuring the parent companies' riskéhey are a subgroup of admitted companies.

In 2015, House Bill 552 changed taxation for captive insurers. Prevaapiye insurers were subject to

the same tax structure and rates as other admitted insuCastive insurersiow pay lowerstate premium

tax rates than other admitted companies, and their total annual tax is limited to $10898Bown in the

table béow, tax rates decline as total premiums increase. Tax rates also vary by whether the premiums are
direct or assumed reinsurantBecause they are subject to lower tax rates and have an annual tax limit,
captive insurers are not eligible for state raductions, exemptions, credits, or deductions. They also do
not pay local premium taxes.

Premium Range Direct Premium | Reinsurance
Tax Rate Tax Rate
Up to $20 million 0.4% 0.225%
$20 million-$40 million 0.3% 0.150%
$40 million-$60 million 0.3% 0.050%
Above $60 million 0.3% 0.025%
Source: O.C.G.A. 33-41-22

TheHouse Bill 55Zhangedowered the effective tax rate for captive insurers, which has likely led to the
increased number of captives and the amount of premiums written by them. As shihertable below,
premiums for captive insurers increased by approximately 580% fror2BQ®86and tax liability increased

by approximately 160%. It should be noted that, according to OCI, some entities that previously purchased
insurance directly from neadmitted insurers (i.e., individual procurement), created captives in response
to the tax change.

2015 2016 2017 2018 2019

(July-Dec)
Entities 14 25 38 40 45
Premiums (in millions) $64.7 $292.6 $620.4 $567.6 $1,989.7
State Tax Liability $199,924 $375,239 $867,571 $851,861 $990,736
EEIEN SrEE e 0.4% 0.4% 0.4% 0.4% 0.4%
Tax Rate
1HB 552 took effect on July 1, 2015, so captive insurers paid the same taxes as other admitted insurers for the first half of
2015. There were less than 10 captives during this period, so we are unable to provide statistical information for those
companiesd6 taxes.
Source: DOAA analysis of OCI data

The medianeffective tax rate for captive insurers wad%.in 2019. In comparison, theedianeffective
tax rate for other admitted insurers w&®6 in 2019, and themedianeffective tax rate for individual
procurement was 4.0%.

‘Direct premiums are paid by the insured entities tdorthe i nst
the reinsurer to assume some or all the losses of the insured entities. Forexampa wor ker s8 compensation
reinsurance to cover higtost claims.
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Appendix D: Annual Tax Return for Admitted Companies

Source: OCI document















